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April 9, 1970 
To The Stockholders of Gary Railways, Inc. 


Operating Revenues in 1969 amounted to $2,850,698, an increase of $329,622, or 13.07 per cent 
over 1968, and the highest in the history of the Company. Fare and other rate increases, and a greater 
volume of special and chartered bus business accounted for the increase in operating revenue. Total 
passengers carried in 1969 were 8,166,284, a decrease of 489,649 or 6 per cent from 1968, due mainly 
to the fare increases which were effective January 1, 1969. Miles operated totaled 3,128,162, an in- 
crease of 18,917, or .61 per cent over 1968 and is due to an increase in special and charter bus service 
as regular line miles in 1969 decreased 33,212. 

Consolidated net income in 1969 was $58,933, an increase of $37,718 over 1968. Earnings 
amounted to 89 cents per share on the common stock in 1969 compared with 32 cents in 1968. Divi- 
dends of 60 cents per share were paid in 1969 and totaled $39,515. Similar dividends of 60 cents were 
paid in both 1967 and 1968. The taxability to the stockholders of the 1969 dividend distribution is 
covered separately in this report. 

Earnings for 1969 were satisfactory when compared to other transit companies and to our previous 
earnings record, as 1969 was one of our better years. However, from a return on investment view- 
point and compared to earning standards of many other industries, the results would be considered 
unfavorable. 

Your company faced many difficult problems during 1969 which were common to almost all 
businesses. The nation wide inflationary spiral, the problems of the cities, vandalism and other crime 
related acts, a critical shortage of manpower, and increased taxes at all levels of government were 
among the general problems. 

Increased accident costs also were a serious problem to most transit systems. Despite a daily 
emphasis on safety and an intensified accident prevention program our accident frequency increased 
during the year. Other contributing factors were higher medical and automobile repair costs, a more 
claim conscious public, and many baseless law suits. 

Like almost all privately owned transit systems, the future of your Company is uncertain and 
1970 will be a crucial period in the history of the Company. Wage increases alone, under the present 
Labor Contract which expires at the end of 1970, will add approximately $125,000 to our operating 
costs in 1970, based on present operations. These increases together with other rapidly rising costs 
will create a serious operating problem. An unexpected teachers strike closed the Gary Public schools 
for 19 days in January 1970 which resulted in a substantial loss of revenue to your Company and added 
to an already unfavorable earnings outlook for the year. The consolidated loss for January 1970 
amounted to $23,647. 

Your Company must have some form of aid or additional revenue to offset the increases in oper- 
ating expenses and positive action will be necessary if operations are to be continued beyond the end 
of 1970. Your Board of Directors and management are studying all of the alternatives open to the 
Company including higher fares, a request for public ownership, and a request for subsidy from the 
City of Gary. One positive step has already been taken as an application has been filed with the 
Public Service Commission of Indiana for permission to abandon bus service on all assigned routes 
outside the City of Gary. This service is presently being operated at a sizeable loss. 

Unlike many other transit systems, which are also facing the same problems of survival, we are 
entering this difficult period with no outstanding debt other than current obligations incident to the 
ordinary course of business, a fleet which includes 35 buses which are less than 5 years old, and a 
group of interested and informed community leaders, both public and private, who we believe recog- 
nize the need to maintain an efficient local transportation system. 


By Order Of The Board of Directors, 


LEROY FISHER 


President 


Comparison of Earnings and Operations 


For 1969 versus 1968 


A condensed income statement of Gary Railways, Inc., and Subsidiaries for the 


year 1969 compared with 1968 follows: 


Operating Revenue . , 

Expenses, Excluding Taxes . 

Local, State & Federal Taxes . 

Gross Income. 

Other Income 

Net Income eter Se 
© Net Income to Operating Revenue . 
Net Income Per Share Outstanding . 


1969 


$2,850,698 
2,496,661 
304,629 


49,408 
9,525 
58,933 
2.07% 
89 


1968 


$2,521,076 
2,292,904 


290,915 

7,207 

14,008 

91,215 
84% 

32 


Increase or Decrease* 


Amount 


$329,622 
203,707 
83,714 
42,901 
4,483* 
37,718 


Per Cent 


13.07% 


8.88% 
37.89% 
585.56% 
32.00% * 
177.79% 


Passenger line revenue increased $234,520, or 10.64 per cent over 1968 and the 
number of line miles operated decreased 33,212 or 1.19 per cent under 1968. Charter 
and special bus revenue increased $97,626 or 32.96 per cent over 1968. Miles operated 


in charter and special service increased 52,129 or 16.65 per cent over 1968. 


For the Past Ten Years 


The Operating Revenue, Net Income, Per Cent of Net Income to Operating 
Revenue, Total Passengers Carried and Miles Operated for the ten-year period of 


1960 through 1969 are set forth in the following table: 


Per Cent 
Net Income 
Operating Net To Operating 

Year Revenue Income Revenue 
1969 $2,850,698 $58,933 2.07% 
1968 2,521,076 21.213 84% 
1967 2,401,437 44,222 1.84% 
1966 2,168,216 72,163 3.33%, 
1965 2,071,899 59,479 2.87% 
1964 1,943,101 53,704 2.76% 
1963 L/figoad 23,494 1.338% 
1962 1,730,148 59,888 3.46% 
1961 1,656,368 29,920 1.81% 
1960 1,737,378 62,177 3.58% 


Total 
Passengers 


Carried 


8,166,284 


8,655,933 
8,318,621 
8,677,704 
8,315,776 
8,184,871 
7,767,412 
7,581,976 
7,537,087 
8,024,035 


Per Cent 

Increase 
or 

Decrease* 


5.66%* 
4.05% 
4.14%* 
4.35% 
1.60% 
5.37% 
2.45% 
0.60% 
6.07%* 
6.92% 


Miles 
Operated 


3,128,162 


3,109,245 
3,062,576 
3,066,228 
2,972,004 
2,886,524 
2,752,474 
2,707,441 
2,758,883 
9,837,844 


Per Cent 
Increase 
or 
Decrease * 


61% 
1.52% 

12%* 
3.17% 
2.96% 
4.87% 
1.66% 
1.86%* 
2.78% * 
6.89% 


Dividends 


Semi-annual dividends of 30 cents per share were paid on the common stock on 
June 16 and December 15, making a total of 60 cents per share paid in 1969. These 
dividends totaled $39,515. 

A notice was mailed to all stockholders on Feburary 17, 1970, advising them 
that the Company’s auditors have found, subject to a final determination by the 
Internal Revenue Service, that 47% of the total amount of the 1969 dividend distri- 
bution is taxable to stockholders as ordinary income for Federal Tax purposes. ‘Thus, 
98.2 cents per share is taxable as ordinary income for Federal Income Tax purposes 
and the remaining amount either reduces the cost of the stockholders’ shares or is 
taxable to him as capital gain income if there is no cost on his shares. For the specific 
treatment in their individual circumstances, stockholders may need to consult their 
tax advisors. 


Union Contract 


The two-year agreement entered into on December 30, 1968 with Division 517 
of the Amalgamated Transit Union will terminate on December 31, 1970. Under 
the terms of this agreement hourly wage rates were increased 19 cents “across the 
board” effective January 1, 1969. Improvements in fringe benefits cost an additional 
4 cents an hour and the 14 cents per hour produced during the past two years by 
the previous cost-of-living clause in the Labor Agreement was frozen into the basic 
wage rates effective January 1, 1969. Under the cost of living escalator clause in the 
present agreement, hourly wage rates were increased 2 cents per hour effective April 1, 
1969; 4 cents per hour effective July 1, 1969; and 4 cents per hour effective October 1, 
1969. All of these additional wage costs are reflected in the operating results for 1969 
as reported herein. 

The second and final year of the present Labor Agreement provides for an 
additional ‘‘across the board” wage increase of 10 cents per hour beginning January |, 
1970 and a continuation of the cost of living escalator clause which provides for 
quarterly adjustments of hourly wages based on the Consumer Price Index published 
by the United States Department of Labor. This escalator clause produced additional 
4 cents per hour increases effective January 1, 1970 and April 1, 1970 making the 
total cost-of-living adjustment under the present Labor Agreement 18 cents per hour 
to date. The additional 10 cents per hour, plus the cost-of-living adjustments, will add 
approximately $125,000 to our operating costs in 1970, based on present operations. 
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Retirement Plan 


The assets of the Retirement Plan increased $53,415 during the year to a total 
as of December 31, 1969 of $533,040. A total of $66,144 was paid to pensioners in 
1969. There were 63 pensioners as of December 31, 1969. 

The Company contributes $10 each month for each employee, plus 10 cents per 
payroll hour, and each employee contributes $10 per month to the Trust implement- 
ing the Gary ‘Transit Employes’ Retirement Plan pursuant to a collective bargaining 
agreement with Division 517 of the Amalgamated Transit Union. The Plan covers 
approximately 185 employees. The liability of the Company to provide retirement 
benefits is limited to contributions required under the collective bargaining agreement 
and the payment of retirement benefits is limited to those which can be provided 
by the assets of the Trust Fund. 


School Service 


Your management is cooperating with school authorities in a study to determine 
if a further staggering of certain school hours would be feasible at the opening of the 
new school year in September. Both the School City of Gary and your Company 
benefit from utilizing buses for more than one trip as single trips are the most expen- 
sive to operate. Our rate structure which provides for single, double and triple trips 
reflects this cost factor and provides an incentive for the schools to combine as many 
school trips as possible. 


Charter and Special Service 


In 1969, Charter and Special Service Revenue totaled $393,764, an increase of 
33 per cent over 1968, and a record high. Several factors contributed to this large 
increase in charter and special service revenue. We began operating in-plant bus 
service in June 1969 at Burns Harbor, Indiana under contract with the Bethlehem 
Steel Corporation. This new service is similar to the in-plant service which we operate 
under contract with the United States Steel Corporation at its Gary Works. Several 
federally funded programs in the area used our charter service extensively during 
1969. The volume of our regular charter business increased, continuing the trend of 
the general public to go in a group rather than by automobile to special events. 
Rate increases during 1969 also contributed to our higher charter and special bus 
revenue. 


6. 


Charter and special bus revenues for the past five years were as follows: 


1969 $393,764 


1968 296,138 
1967 211,946 
1966 198,553 
1965 205,810 


Balance Sheet Comments 


Gary Railways, Inc., owns all of the common stock of Gary Transit, Inc., and 
Gary Intercity Lines, Inc., and also owns all real estate and improvements on real 
estate appearing on the Consolidated Balance Sheet included herein. 

As of December 31, 1969, Gary Transit, Inc., owned 88 of the total 113 buses 
in the combined fleet, all service equipment, shop equipment, furniture and fixtures, 
material and supplies and all Certificates of Public Convenience and Necessity for 
its operations which are carried on exclusively within the City of Gary. 

As of December 31, 1969, Gary Intercity Lines, Inc., owned 25 buses and all 
Certificates of Public Convenience and Necessity for its bus operations, which extend 
beyond the city limits of Gary; including intrastate and interstate certificates to 
operate charter and special buses. 

All operations of these two subsidiaries for the entire year of 1969 are reflected 
in your Company’s Consolidated Financial Report as herein set forth. 


Operating Statement Comments 


The cost of doing business continued to increase during 1969. Transportation 
expense was up $165,337 or 13.5%, which was due mainly to increased wage rates. 
Insurance costs increased $28,891 or 20%, and taxes and licenses increased $34,714 
or 16%. The increases in insurance and taxes were a result of higher rates and 
charges on the new equipment purchased in 1968. Administrative and general 
expenses were up $21,643 or 17.4%, and pension costs were up $14,095 or 13.3%. 

Maintenance expenses were up only $11,486 or 3%, despite increased wage 
costs and higher prices for material and supplies. This was due to the lower operating 
costs of the ten new buses which were delivered in the last half of 1968 and the three 
new buses delivered in 1969. 

Depreciation decreased $35,470 or 15%, and interest expense decreased $2,748 
or 7.2%, both as a result of fewer new bus purchases. 

Your management is continuing its strenuous effort to control costs. 


Union Demands Exact Fare System 


Division 517 of the Amalgamated Transit Union has demanded that we install 
an exact fare collection system by January 1, 1971, because of the high crime rate in 
the area. Conversion to an exact fare system would require an initial expenditure of 
approximately $60,000, a change in the duties of certain employees, additional 
security at our garage, and renegotiation of certain sections of the Labor Agreement. 

About 50 transit systems, most of which are in the nation’s larger cities, are using 
some form of ready or exact fare. Because of our diversification into school and in- 
plant service, we have several contracts where fares are collected and credited against 
a guarantee per trip or per hour. A change in our present fare collection system would 
pose several accounting and operating problems. 

A decision will be made after our present study is completed. 


Plant and Equipment 


Capital expenditures in 1969 totaled $117,628, of which $95,831 represented the 
cost of three new General Motors Diesel Transit-type buses, which were delivered 
during the year. 

There are no new buses on order and no other major capital expenditures are 


planned for 1970. 


Petition to Abandon Intercity’s 
Assigned Routes 


On December 10, 1969, Gary Intercity Lines, Inc., filed an application with 
the Public Service Commission of Indiana for permission to abandon bus service on 
all assigned routes outside the City of Gary. 

These routes have been marginal for the past several years and the number of 
passengers using this service has declined steadily. Although these routes have 
operated at a loss since 1966, they did until recently, contribute a net benefit to the 
overall operations through overhead absorption. However, substantial increases in 
operating costs without an offsetting increase in revenues despite a fare increase 
effective January |, 1969, created losses which have reached such magnitude that the 
directors authorized this action at their meeting on November 20, 1969. 

We have been advised by the Public Service Commission of Indiana that public 
hearings will be held in the Gary area on this application in April. 


Se 


Future of Company’s Operations 


Your Company is facing problems which are common to most transit systems 
throughout the country. Our previous reports have mentioned that continually rising 
costs and fewer passengers are general in the transit industry, and as a result many 
transit companies have either ceased operations or become municipally owned or 
subsidized. 

On November 18, 1968, your management formally applied for economic assist- 
ance from the Common Council of the City of Gary in accordance with provisions 
of the Indiana Urban Mass Transportation Act of 1965. A fare increase was proposed 
to seek temporary relief until such time as the Council could determine our need for 
assistance. The fare increase was permitted to become effective and no action was 
taken on our request for assistance which subsequently expired. 

So far in 1970 the increased costs of operations have more than offset the benefits 
derived from our last fare increase. Your management has projected a loss for 1970, 
the amount of which will be determined by the outcome of our petition to abandon 
all regularly assigned line routes of Gary Intercity Lines (which is discussed elsewhere 
in this report) and to the degree of success we have in controlling costs. 

We do not believe it would be possible to operate beyond the end of 1970 with 
present revenues without incurring substantial losses. We are at a point now where 
we must either seek higher fares or request public ownership in the very near future 
if a transportation crisis in the City of Gary is to be avoided. Fare increases have 
served in the past to postpone rather than permanently solve the problems of local 
transit systems. However, this avenue is seriously being considered as several local 
transit systems, both municipally operated and privately owned, have resorted to 
adult fares as high as 50 cents and student fares of 25 and 30 cents are becoming 
increasingly common. Under a request for public ownership, a study would be made 
by the City to determine whether it is in the public interest for the City to acquire the 
system. The cities of Fort Wayne and South Bend, Indiana purchased their local 
transit systems in 1968. 

Your Board of Directors and your management does not intend for the Company 
to operate at a loss for any extended period of time. We believe a solution can be 
found which will be in the best interests of the public, our employees and our stock- 
holders. We will work diligently toward that objective. 


Officers 


The Company was fortunate in obtaining the services of Mr. Robert C. Young 
as Director of Accounting. Mr. Young held a similar position with the Chicago and 
Calumet District Transit Company in Hammond, Indiana for 14 years prior to his 
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employment with the Company. At the regular quarterly meeting of the Board of 
Directors on November 20, 1969, Mr. Young was elected Treasurer of the Company 
effective December 1, 1969. 

At the Annual Meeting of the Directors on February 20, 1970, Mr. Lester C. 
Esmoer submitted his resignation effective March 1, 1970. Mr. Esmoer retired after 
more than 44 years of continuous service to the Company and has held the positions 
of Assistant Treasurer, Comptroller, Treasurer and was Vice-President at the time of 
his retirement. The Directors accepted his resignation with regret and expressed their 
appreciation for his loyal and faithful service to the Company. 

Mr. John G. Rocker was elected Vice-President and Assistant Secretary at the 
Annual Meeting of the Directors on February 20, 1970. Mr. Rocker has nearly 44 
years of service with the Company during which time he has held various positions 
including that of Purchasing Agent, Claim Agent and Safety Director. 


Board of Directors 


After many years of service to the Company as a director, Mr. Floyd S. Draper 
retired and is now living in Florida. Mr. Draper was elected to the Board in 1955 
after serving as a Judge of the Supreme Court of the State of Indiana. Prior to being 
on the Board, Mr. Draper represented the company as its legal counsel for many 
years through the law firm of Draper and Eichhorn. His guidance will be missed as 
Mr. Draper possessed a seemingly unending wealth of knowledge and experience. 

Mr. Glenn C. Hannah was elected to the Board of Directors at the Annual 
Meeting of the Shareholders on February 20, 1970. Mr. Hannah is Vice-President 
of Hannah’s Building Center and resides in Gary. 


Appreciation to Employees 


The underlying strength of a service organization is in its people. To our many 
loyal and dedicated employees in all departments, the management and directors 
express their thanks and appreciation for their continued cooperation and support 
in. 1969. 

By Order of The Board of Directors 


Aiteey Pia 


LEROY FISHER 


President 
April 9, 1970 
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ARTHUR YOUNG & COMPANY 


li WEST MONROE STREET 
CHICAGO, ILLINOIS 60603 


The Board of Directors, 
Gary Railways, Inc.: 


We have examined the accompanying consolidated balance sheet of Gary 
Railways, Inc. and subsidiaries at December 31, 1969 and the related consolidated 
statement of income and retained earnings for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

In our opinion, the statements mentioned above present fairly the consolidated 
financial position of Gary Railways, Inc. and subsidiaries at December 31, 1969 and 
the consolidated results of operations for the year then ended, in conformity with 
generally accepted accounting principles applied on a basis consistent with that of 
the preceding year. 


February 6, 1970 (thu 4 , : 1 d 
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GARY RAILWAYS, INC., AND SUBSIDIARIES 


Consolidated Balance Sheet 


ASSETS 


CURRENT ASSETS: 
Cash. 


U. S. government securities, at cost (which approximates 
market) and accrued interest 


Accounts receivable, less allowance for losses $1,150 in 1969 


($1,513 in 1968). 
Materials and supplies, at cost. 
Prepaid expenses. . 


ToTraL CurRRENT ASSETS. 


Deposit with insurance company for contingent claims on group 


policy (contra) 


PROPERTY AND EQuIpMENT (NOTE 1): 


At appraised value, January 1, 1943 
(after deducting retirements) 


Subsequent additions, at cost 


Less accumulated depreciation. 


NeET PROPERTY AND EQUIPMENT 


INTANGIBLE ASSETS AND DEFERRED CHARGES: 
Franchises, being amortized . 


Loss on abandoned rail car property, being amortized 


(Note 2) . 


TotTAL INTANGIBLE ASSETS AND DEFERRED CHARGES. 


See accompanying notes. 
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1969 


$ 127,009 
133,208 
70,142 


55,411 
34,375 


420,145 


12,213 


919,164 
9,943,199 


3,162,363 


2,052,287 


1,110,076 


1,500 


131,106 


132,606 
$1,675,040 


62,677 


45,280 
59,895 
34,118 

997,545 


12,213 


219,164 
2.916,839 


3,136,003 


1,902,625 


1,233,378 


2,000 


148,026 
150,026 


$1,693,162 


GARY RAILWAYS, INC., AND SUBSIDIARIES 


— December 31, 1969 and 1968 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


1969 1968 
CurRRENT LIABILITIES: 
Note payable—bank . 150,000 
Accounts payable 85,393 70,758 
Salaries and wages. 116,902 108,636 
Federal income taxes. 76,105 3,079 
Other taxes. 110,056 90,044 
ToTaL CurrENT LIABILITIES. 388,416 422,517 
DEFERRED CREDITS AND RESERVES: 
Deferred federal income taxes and investment tax credit 
(Note 3) . 94,641 121,704 
Casualty and insurance. 219,989 192,361 
Contingent group insurance claims (contra) . [2,213 12,213 
ToTAL DEFERRED CREDITS AND RESERVES . $22,839 326,278 
STOCKHOLDERS’ Equity: 
Capital stock, common, $1 par value— 
Authorized—71,745 shares 
Issued —68,481 shares 68,481 68,48 1 
Additional capital . 645,955 645,955 
Retained earnings . 209,097 240,419 
974,273 = «954,855 
Less 2,622 shares held in treasury, at cost . 10,488 10,488 
TotraL STOCKHOLDERS’ Equity. 963,785 944,367 


$1,675,040 $1,693,162 


See accompanying notes. 
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